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THE OUTLOOK FOR FARM LANDS 


ARM LANDS have increased in value by more than one-third since the war. 
This increase in value has been due almost entirely to the increased de- 


mand for farm products which the war brought, and to the increased prices 
which this demand produced for farm products. 


The Bureau of Agricultural Economics of the United States Department of 
Agriculture has just published a very informative paper-bound book of 191 pag- 
es on the impact of the war on the financial structure of agriculture. It can 


be secured free by writing to the United States Department of Agriculture, BAE 
Division, Washington 25, D. C. 


This study shows beyond any question that farmers throughout the United 
States are in better financial condition than they have ever been before. If 
either demand deposits or time deposits of banks in strictly farming dis- 
tricts are compared with all deposits in the United States, it is seen that 
since 1933 the farmers have faired far better and their deposits have in- 
creased by a far greater percentage than have all deposits. It is also found 
that farmers' liabilities are unusually low, totaling for the entire country 
about nine billion dollars. Of this, slightly more than five and a half bil- 
lion consist of mortgage obligations, two and a third billion of obligations 
to institutional lenders and slightly over one billion of other miscellaneous 
obligations. On the asset side of the ledger we have a total of eighty-three 
billion dollars at the beginning of this year, and this has probably increased 
during the year. During the past four years the equities of all owners of 
farm land and of all tenant farmers have increased nearly thirty billion dol- 


lars, whereas the holdings of mortgagees and other lenders to agriculture were 
reduced half a billion or more. 


During the first World War inflation of farm land mortgage debt in- 
creased at the same time that farm lands were increasing. Many farmers mort- 
gaged their farms to buy additional acreage on slim equities. Apparently 
this is not happening at the present time and as the peak of demand has proba- 
bly passed for the next few years, the chance of a farm boom going to the same 
extremes as the farm boom in the early twenties seems lessened. 


Another thing which should be kept in mind in regard to the recent rise 
in farm values is that land prices started to rise as a result of the war 
from a lower level this time than they did in the first World War period. At 
least some of the rise so far has been in the nature of a recovery. The rise 
has also been tempered by the fact that when it started, institutional hold- 


(continued on page 290) 
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THE LUMBER SITUATION 


UMBER production for the first half of 1944 amounted to sixteen and one- 
[oe billion board feet. This is 1% below the first six months of 1943 

and 9% below the first half of 1942. Lumber stocks at mills and in yards 
on July 1 of this year were estimated at six and one-third billion board feet, 
compared with more than eighteen billion board feet at the middle of 1941. 


The chart on the page opposite shows the changes which have taken place 


in the lumber situation during the past four and one-half years. It is com- 
puted from the figures of the Lumber and Lumber Products Division of the For- 
est Products Bureau of the War Production Board. This chart shows quite 


strikingly the pronounced drop in total stocks from eighteen billion in the 
middle of 1941 to six and one-third billion by the middle of 1944. 


It will be noticed that total consumption and exports have exceeded total 
production and imports most of the time since the middle of 1940, which has 
resulted in the dwindling stock pile in the United States. 


Since the end of 1941 the stocks of lumber in the hands of retail dis- 
tributors have fallen from approximately seven billion board feet to slightly 
under two billion board feet. Since the first part of 1941 the stocks at 
mills and in concentration yards have fallen from more than ten billion board 
feet to approximately four billion board feet. 


The consumption of lumber at the present time is very heavy for boxes, 
crating and dunnage, exceeding in board feet all lumber used in civilian con- 
struction and for direct military purposes. If this is compared with the 
third quarter figures for 1940, it will be found that lumber for boxes, crat- 
ing and dunnage was less than one-fifth of the amount used for civilian con- 
struction at that time. 


During all of September there were less than ten thousand nonfarm dwell- 
ing units built in the entire United States. This very restricted volume of 
residential construction has reduced consumption of lumber to the point where 
consumption exceeds production by only about six hundred million board feet 
per quarter. Even this rate of excess consumption is increasing the critical 
situation, as a large part of the lumber now in stock piles, particularly of 
retail distributors, is in shapes and sizes not in heavy demand. 


There is no chance of the lumber situation bettering rapidly, as manpower 
shortages in the woods and in the mills have been particularly acute. In July 
the Lumber and Timber Basic Products Industries had 46,000 fewer workers than 
they had a year ago, and 121,000 fewer than in July 1942, according to the 
figures of the Bureau of Labor Statistics. As a result of tremendous military 
requirements, a very severe shortage of truck tires of sizes 8.25 and larger 
exists for all types of civilian use. About 80% of logs in the industry as a 
whole are hauled to the mill by truck. During the first half of 1944 the lun- 
ber industry received only 56% of its minimum truck requirements. 


It seems to us that even though the war should end suddenly in Europe, 
improvement in the lumber situation will come so gradually that it will be a 
limiting factor on new residential building during 1945 and even the early 
part of 1946. Even after unusual war demands for lumber decrease, it will 
take many months to build back normal stocks. 
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THE EFFECT OF CHANGING CONSTRUCTION COSTS 
ON THE VALUES OF OLDER BUILDINGS 


URING the past twenty-five years construction costs have varied greatly, 
[= this has had a tremendous effect on the values of buildings already 

built. The standard six-room frame house on which we refigure costs each 
month on a 50-foot lot in a suitable neighborhood reached a peak of $9590 in 
1924. This was a very large increase in comparison with the figures of 1915, 
when the house and lot could be duplicated for $5340. From 1924 until 1933 
costs were dropping. By that time the building and lot could be duplicated 
for $6390. By 1937 it cost $8040 and by the following year it dropped to 
$7520. Then it started rising again, until today the cost is $9120. The rea- 
son the price given here varies from the figures given in our regular reports 


on the cost of the standard six-room frame residence is that these figures in- 
clude the ground. 


Why do changes in replacement cost affect the values of buildings already 
built? The reason is quite apparent if construction costs are dropping as 
they did from 1924 to 1933. Because a new building can be built for less than 
the old building cost, the value of the old building will naturally decline 
below its replacement cost new, as the new building is always more desirable 
than the old building. If replacement costs rise as they have during the more 
recent period, new building lags until the shortage of units has forced the 


values of existing properties to the point where new buildings can be built in 
competition. 


Many appraisers in appraising residential buildings assume a life of 50 
years, or a depreciation of 2% per year, and while the physical life of a well 
constructed and well maintained residential building is probably many times 
this amount, on the average the economic value of the property seems to con- 
firm this 50-year period used so frequently. 


In order to test these theories and also in order to clarify the effect 
of construction cost changes on older properties, we have charted the replace- 
ment cost of our standard six-room frame residence on a 50-foot lot from 1913 
to the present on pages 286 to 289 of this report. 


On this chart, the top blue line shows the total replacement cost of 
house and lot. The red line toward the bottom of the chart shows the cost of 
the 50-foot lot only, suitable for building this house. It will be noticed 
that we do not expect the value of this lot to rise by a very large percent- 
age in the post-war period, although in the boom of the twenties following the 
first World War there was a sizeable increase. This is due, of course, to the 
fact that since the twenties good roads and better methods of rapid transpor- 
tation have made so much land readily available that none of it could have 
very much of a scarcity value for residential use. 


The red dotted line on this chart starting in 1913 and gradually sloping 
to the lower right-hand corner of the chart shows what the value of the house 
and lot would be had the building been constructed in 1913 and had the build- 
ing been depreciated at 2% per year for the next 50 years. At the end of the 
50-year period under this assumption the economic value of the house and lot 
would be approximately the value of the ground. 


This line is placed on the chart merely to show that the assumption of a 
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2% deduction per year from original cost is incorrect. The fundamental falla- 
cy is, of course, deducting the accrued depreciation from the original cost. 
This method would be justified only in a period when construction costs remain 
constant. Accrued depreciation should be deducted not from the original cost 
but from the current replacement cost. On that basis, the worth of a building 
built in 1913 would have varied roughly in accordance with the lowest line of 
the band on the long chart. This line deducts 2% from the replacement cost in 
1914, 4% from the replacement cost in 1915, 6% from the replacement cost in 
1916, 20% from the replacement cost in 1923, 40% from the replacement cost in 
1933, and 60% from the replacement cost in 1943. Checking against actual 
properties on the market, we believe that this line represents ina rough 
fashion what has happened to properties of this type built about that time. 
Market prices will vary slightly from the worth line, being below it during 


, periods when real estate activity is low and above it in periods when real es- 
| tate activity is high. 


While the bottom line in the band on the chart represents the theoretical 
fluctuations in worth from 1913 to the present, the intermediate lines show 


| the same thing for properties built in the years shown by the figure to the 
| right of the line. In order to make it easier to follow this complicated sys- 
| tem of lines across the chart, all years ending in five are printed in red. 
| It is possible from a study of this chart to get some idea of the approximate 
increase or decrease in the worth of a property of any given age as construc- 
/ tion costs increase or decrease. If a property built in 1932 is taken as an 
_example, it will be found that in spite of the fact that this property is now 


12 years old with a theoretical deduction of 24% for accrued depreciation, its 


worth has increased from $6280 to $7260. A building built in 1940 costing at 
| that time $7900, in spite of the fact that theoretically 8% should be deducted 


for depreciation, now figures $8500. The change in real estate activity in 


| most communities would bring the actual selling price higher than this. 


The greater the age of a building, the less is its worth increased by an 
increase in construction costs. The worth of an extremely old building will 
not increase at all with an increase in construction costs, although the mar- 
ket price will increase, as in a boom market the public buys without discrimi- 


| nation and the general buoyancy of the market carries up the worthless proper- 


| ty with the good. However, when the market turns down, first the excess price 
| obtainable from the degree of market activity disappears and next the drop in 





replacement costs which generally accompanies a declining market decreases 
values still further. When replacement costs drop, the worth of the property 
drops faster than replacement costs, as under these conditions with accrued 
depreciation being deducted from replacement cost, the drop is the sum of the 
drop in price and the deduction for depreciation. The rapidity with which new 
properties dropped, say from 1929 to 1932, shows what can happen in a falling 


| market. 


In our opinion, replacement costs on residential buildings of this type 
will advance further, then will soften slightly and will probably stabilize 
for a short time. At some time in the post-war period, however, a peak of 
replacement costs will be reached and when this point is approached the lend- 
er must beware, as even conservative loans may be jeopardized by drops in re- 
placement cost due to new materials and a buyer's market for these materials, 
and due to the inactivity which will then develop in the real estate field. 
Many loans which are considered gilt-edged will get into difficulties, and 
foreclosures will again start an upward trend. 
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(continued from page 281) 


ings of farm lands were quite large and as prices have shown a tendency to 
rise, these institutional holdings have been thrown on the market, increasing 


the supply by a sufficient percentage to prevent the rapid rises experienced 
twenty-five years ago. 


The chart opposite breaks down the farm income situation by type of prod- 
ucts in order to give a better idea of the income rise for farm lands used for 
various purposes. 


These figures are charted ona ratio scale, a method of charting used 
quite frequently in our reports. It will be noticed on these charts that 
equal amounts in dollars are indicated by progressively smaller distances on 
the chart. The effect of this method of charting is that the slope of any 
line on the chart will indicate the rate of percentage increase in the figures 
and this will be true regardless of whether the line being charted is in the 
lower part or the upper part of the chart. This can best be demonstrated by 
several illustrations. From the beginning of July 1938 until the beginning of 
May 1939 government payments increased from a rate of three hundred million to 
six hundred million dollars per year, as is shown by the dashed line on the 
chart. This is an increase of 100%, as the figures doubled during the period. 
Cash income from the sale of meat animals from March 1941 to February 1943 in- 
creased from two billion, five hundred million dollars per year to five bil- 
lion dollars per year. This is also an increase of 100%, and if the distance 
between three hundred million and six hundred million is measured on the grid 
of this chart, it will be found to agree exactly with the distance from two 
billion, five hundred million to five billion, and this same measurement in 
inches will be found to hold true at any place on the scale. It will be iden- 
tical with the distance from four hundred million to eight hundred million, 
from five hundred million to one billion,from one billion to two billion, etc. 


The doubling of government payments as used in this illustration occurred 
in a period of ten months, while the doubling of the cash income from the 
sale of meat animals occurred in twenty-three months. 


On a ratio chart any lines which move in a parallel direction are chang- 
ing at the same rate. Since the line showing the cash income from the sale of 
meat animals has been rising faster since February 1941 than cash income from 
dairy products, it would indicate that the income from meat animals has been 
increasing at a faster rate than the income from dairy products. If this gen- 
eral principle of ratio charts is understood, it will convey considerably more 
information to the informed reader than it will to the person who merely con- 
siders a chart a chart. Ratio charts are sometimes called semi-logarithmic 
charts, or logarithmic charts for short. 


Since the beginning of 1941 we will find by measuring with a slip of pap- 
er that the income from the sale of fruits has increased by a larger percent- 
.age than has any other item on the chart. This would lead us to believe that 
good farm lands suitable for the raising of fruits have also had a very large 
rise. As fruits are to some extent a luxury item we would expect, however, 
that a drop in earnings on the part of labor would bring a sharper drop to in- 
come from the sale of fruits than would be the case in some of the other items 
grown on the farm. This would also bring a drop in the value of farm lands 
suitable for fruit production, as the value of farm lands depends primarily on 
the net income which can be derived from their use. 
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a SL NT RS ON SE NATIT ASN 


DWELLING UNITS CONSTRUCTED IN 48 STATES | 


HE number of new family accommodations built in all nonfarm communities of | 


the 48 states and the District of Columbia is shown in the table below. | 
Cumulative totals and twelve month moving totals are shown in blue for | @ 
1942 and 1944 and in red for 1941 and 1943. | 





THOUSANDS OF UNITS 


Iz MONTH 
MONT HLY CUMULATIVE MOVING TOTAL 


1942 1942 1942 1944 


JANUARY 4 34.5 34.5 708.5 322.6 
FEBRUARY 43 S13 85.8 716.1 296.6 
MARCH 60.2 wed i365 708.6 281.5 
APRIL 59.7 198.2 693.1 268.5 
MAY 60.6 258.8 683.0 251.3 
JUNE 46.3 305.1 652.1 247.8 
JULY 26.7 S316 604.2 251.1 
AUGUST 69 275 ome 3 561.9 221.9 
SEPTEMBER 67 40.4 399.7 535.3 207.6 
OCTOBER 5€ 32.2 431.9 otis 

NOVEMBER 46. 30.4 4623 : 495.1 

DECEMBER 32£ 34.3 496.6 496.6 


WHOLESALE BUILDING MATERIAL PRICES 


116.3 


"L. =. TL oe, a 


MAY JUNE JULY AUG. SEPT. OcT. 
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VOLUME XIlll 


THE PROBABLE HEIGHT OF 
THE PRESENT REAL ESTATE BOOM AND ITS DURATION 


CCORDING to our long activity chart as printed this month in the Execu- 
tive Digest, real estate activity in September 1944 reached a level 43.7% 


above the long-term computed normal. This is higher than the highest 


point reached during the big boom of the twenties and is higher than any month 
since 1906. 


A level this high immediately suggests the subject of this bulletin. 


Before discussing the probable length of the boom,let us look more criti- 
cally at the index of real estate activity as we have charted it in our bulle- 
tin. Every chart which attempts to show periods of booms and depressions must 


compute a "normal," above and below which the fluctuations occur. For many 


types of economic data a normal will divide the data into active and inactive 
periods, with a relatively short and generally rather irregular cycle. Real 
estate has been distinguished in the past by the regularity of its fluctua- 
tions and by the extreme length of the period between the tops of booms and 
the bottoms of depressions. Over a long period a complete cycle, including 


the active boom period and the inactive depression period, has averaged 
slightly more than 18 years. 


How can a normal for a long series of economic data be computed, and what 


}ijis done to the original figures in the process? 


Figures on most of the principal metropolitan areas of the United States 


‘are secured by our office each month and these figures undergo two initial ad- 
_justments. In the first place, voluntary transfers of real estate are related 
'}}to the number of families in the area. Were this not done, the line showing 


real estate activity would constantly trend upward as the population of the 


‘United States increased. Families are used rather than individuals, as the 
larger percentage of voluntary transfers of real estate numerically is on 
‘homes, and a home is occupied by a family unit. Due to the change in the num- 
‘ber of persons ina family, 1000 people today constitute 69% more families 
'than they did in 1850. Were population used as our correction in place of 
‘families, our line would be under-corrected and would still show a tendency to 
‘move up. It is entirely probable, however, that the family correction over- 


‘corrects the figures, as we have found a tendency for our line to gradually 
sink. 


There is a strong seasonal movement in all real estate figures - that is, 
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certain months show a definite tendency to be active and other months to be 
inactive. This definite seasonal pattern which tends to repeat each year 
would, if they were charted without correction, have a tendency to conceal 
the actual improvement or retrogression of the figures. All figures are, 
therefore, adjusted mathematically for seasonal fluctuations. After adjust- 
ment, a@ normal year, provided that no increase or decrease developed, would 
appear as a horizontal line with all months appearing at the same height. No 
year, however, is entirely normal and even after correction for seasonal fluc- 
tuations, certain movements up and down remain in the charted data. A part of 
this movement is due to the fact that seasonal corrections cannot be made with 
100% accuracy due to the irregularity of our calendar and to the fact that the 
number of working days in the same month of succeeding years may vary. 


After figures have been corrected for families and for seasonal fluctua- 
tions, they appear as shown by the charted line on the page opposite. 


What is normal? The best definition I know is that normal at any time 
is an average of the past and future. For this reason, it is relatively easy 
to compute exactly the normal for past cycles, as the future for definite 
points in the past is known and can be measured. It is relatively easy to com- 
pute the normal level of real estate activity for 1925, as we have the de- 
tailed measurements prior to that time and also we have now experienced 19 
years of measured figures since then. It is impossible, however, to determine 
exactly the normal at the present time, as no one knows with sufficient detail 
the developments of the period ahead. 


The impossibility of determining an exact normal at the present time can 
be illustrated by considering the subject of construction costs. Are they 
high at the present time or are they low? Clearly they are much higher than 
they have been during the period from 1933 to the present. They are even 
higher than they were at the peak during the boom of the twenties. That, how- 
ever, does not prove that they are high at the present time, any more than the 
fact that construction costs had advanced from 1913 to 1918 by more than 35% 
proved that construction costs were high then. Looking back now, construction 
costs in 1918 were relatively low, but only because we can measure in detail 
the period that followed. If a fairly high degree of inflation should develop 
in the post-war period, we might find that present construction costs, al- 


though they are higher than they have been at any time in the past, are still 
relatively low. 


The same thing applies to real estate activity. We can determine the 
normal during the period of the twenties, we can approximate it during the 
thirties and we can guess its relative position during the forties, with con- 
siderable chance, however, of missing its true position. We had assumed that 
the normal was dropping and this assumption was based on a long-term trend 
which showed a gradual lowering of real estate activity. This seemed quite 
reasonable, as our charts on various cities showing real estate activity over 
a long period of years, show that in older matured cities real estate activity 
in relationship to the number of families has gradually dwindled. In the 
early life of a city there is a relatively high rate of turn-over of real es- 
tate in relationship to the number of families in the city. As booms and de- 
pressions succeed each other, however, we find that each succeeding -boom had a 
tendency to rise to a lower height than the one which preceded it. In matured 
countries, such as the countries of Europe, real estate activity is far less 
than it is in younger countries, like the United States and Canada. If our 
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